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1.

2.

3.

The analysis of this paper is mainly directed to the probleas of formulating
a development programme for the industrial sector as a whole. The problem
of implementation of an industrial development programme, and that of formu-
lation, evaluation uand execution of industrial projects has only occasional-
ly been touched upon, owing to our very limited experience in these fields.

Development programming ss a governmnt and management technique is a matter
of experience rather than science and, as such, allows for very few gemerali-
sations: For thas reason the present analysis does not purport to derive
programmxing prinoiples of umiversal applicability, but simply to present
some oonclusions drawn from our experience in Greece. These conclusions may
be of some value for developing countries vith an economic, politicsl, and
institutional structure similar to Creece.

Greek experience is limited to the preparation of two four-year development
progrummes (1960-64 and 1966~70). Both programmes were largely comcerned
with the survey of the industrial sector of the economy. The progremmes
focus on general industrial strategies and policies, and their implications
on the eoonomy.  Detailed investment programses have been elaborated only
for the public sector, vhile for the private sector of the economy, which
includes prectically all mamufacturing activity, the allocation of invest-
ment by sector and industrial brinch was only indicative. No attempt has
been mde 50 far to allocate private investasnt to specific projecta.
Reither has there been established a sechanism for the implemsntation and
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follow-up of thcse progr mnmes, . In spite of the above limitztions, tucre is
evidence th:t both progr-mmcs h ve hnd some fevourible cffects on the formu-

lation of current econcmic policies.

In formulating 2 progromme for Greck industrial dcvclopment the following
factors should bc t-ken into account: 1) the existing economic 2nd social
problems, 1i) the importance of industry to ovcrall economic development,
1i1) the available resources nd gcogrophical location of the country, iv)
the association of the country with the B.E.C.,, and v) the political and
ndministrative sct-up. The implicatiens of thesc factors on the appro-
priate form and content of industrial prog asmes are considered below (per-
agraphs 5 - 10).

Economic and social problems. The recent performance of the Greek economy
has been sntisfactory. The economic growth rate of the last 6 years was
about 7,5 percent per annum, while the living standards, and housing and health
conditions improved matorially. The results, howcver, have not been sctisfac-
tory from the point of viow of crrating conditions fer further sustzined oco-
nomic .nd social progress. The structure of output, invcstment and foreign
trade continucs to be weak. Tho dcpendcnce of the economy on foreign ex-
change which is scnsitive to monotery and politiocal disturbarces continues
to be high. Large groups of the population and wide regions of the country
have not had their fair share in the growth of prosperity, and omigretion
has assumed proportions which arveconoaiczlly and socially undesirable.

State intervention und restrictions on oompotition continue to bc sorious
obstaclos to industrial deveclopment. The country urgently needs redical
reform at all lovels of goncrel =nd technical education and training. The
existing financial mochanism of the economy leaves much to be desired, while
the whole structure of taxation needs radionl change in order to be made
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more conducive to c¢aoncriz developmunt wnd improve its equelity ef.ects. Ow-
ing to the nuture of the economic and sccial problems of the country, the a-
chievement of accelerated and sustained economic development requires that
efforts should te concentrated in achicving a morc viable and efficient eco-

nomic and institutional structure.

The importance of industry to overall devclopment. Industrial development
in Grecce is first of all importznt because of its direct contribution to
the sclution of economic and social problems, such as raising the average
income and productivity levels, creating new smployment opportunities, etc.
In addition, it is important as a means of overcoming serious constraints
to overall economic growth, such as foreign cxchange shortages, inadequate
domestic savings, end unfaveur:ble structure of demand. However, these
factors do not constitute sufficient criteria {or establishing priorities
in industrial development. If the industriai sector of the economy has
significant fced-backs with other sectors c¢f the economy, as is the case
with Greek manuf cturimg.1 the industrial stretecies, priorities and policies
can be properly ev.luited only in the framework of a general development
programmc. Thic implies that the industrial programme should be an integral

part of a programme of c¢ :rall .conomic deveciopment.

Resources and geographical location. VWith the sole exception of tourimm,
Greece lacks important natural resources which would provide a clear caas
for international comparative advantace. This means that the development

Y The value added component of Greck menufacturing amounts to only 1/3 of
its groes output, with the result that its competitive standards may
depend more on the productivity levels of the other sectors of the eco-

nomy, mainly agriculture and some key services, than on its intermal
efficiency.
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of rumen resources remai.: the wout effective means of increasing productivi-
ty and extending the comparative advantage of the economy to new sectcrs of
production. Furthermore, the size of her market is relatively small and its
enlargement through international trnde is difficult because of her unfavour-

able location which results in high transportation costs.

Association with the EEC. The agreement for gradual economic integration
with the E.E.C. renders inapplicatle or inefficient customary me thods of
vnl.rging the domestic market for industrial products through tariff protec-
tion and import restrictions. Industrial export promotion remains the most
efficient means of inéreasing the productivity of domestic factors of pro-
duction through the exploitation of economies of scale of a large market.

The latter requires specialization and concentr-tion of efforts in relative-~
ly few sectors, end the manufactu ing of products in which Greece has or
could develop a comparative advantage. Because of the expected wide changes
1n technology ard relative prices, it bns become extremely difficult to de-
fine tne moet profitable branches and industrial projects. This fact has

the following implications: i) it makes a strong case in fovour of indie-
ative planning (under conditions of great uncertainty, flexibility in the
decision mexing process i:. indicpensuble in order to reduce the probability
of serious errors), and ii) it suggests th t, generally, neutral indus-
tricl policies should be preferred to selective onee. More specifically, un-
less there is a clear case for significant external economies or economies of
scale, industrial policies should be neutrel with respect to the allocation
of rescurces among the specific branches of industry. Such policies could, of
ocourse, be oiased in favour of industry as a whole, sinoce industrial davelop-
ment contributes considerably towards the elimination of active contraints to
economic growth (foreign exchange ehortages, inadequate domestic savings,
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composition of deme.d, e*z.). Furthermore, the need for the country to
adapt ¢uickly its economic, social and institutional structure to the new
conditions of the asscciation with the E.E.C. sets serious constraints to
the choice of priorities (higher priority should be awarded to productivi-
ty rather than to employment, etc.) and of the policy means.

9. Political and administrative set-up. A highly centralized mechanism of de-
cision making and direct controls of economic activity is incompatible with
free economic institutions such as they prevail in Greece. This means that,
for the private sector of the economy, industrial programmes must be neces-
sarily indicative. Also, in countries with political instability, as has
been the dase in Greeoce, there is a strong case against obligatory planning,
which can be effective only under conditions of continuity in the decision
making process. Indicative progremming as a decentralised system of decision
making and management is not inconsistent with the establishment of public
enterprises, provided that they are run on the basis of commercial criteria.
Past experience in Greece, however, demonstrates the failure of public enter—-
prise ‘o substitute for private initiative and entrepreneurship, not only in
cages where flexibility and quick decision making is a prerequisite to
successful managermcnt, but also in casos vhere, according to international
experience, ;hoy should operate efficicntly.

10. In sum, the mein points that emerge from the above discussion are: i) The
appropriate syster of industrial progremming should be indicative for the
private sector of the economy and obligutory for the public sector. 4i)
Industrial progremming should be an integral part of a general progremms of
overall econcmic development. 1ii) Industrial policies, should be, generel-
ly, neutral. iv) Bfforts should be concentratcd on the developsent of humsn
resources and achieving a more viable and efficient economic and ineti-
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tutional structure.

Greck cxpericnoe showe that indicetive planning, in spite of its limitations,
can contribute a great deal towards rapid and sustaincd industrial develop~
ment through:

Creating a favoursble climatc for the application of morc rational industri-
al policies. The cducational aspect of planning is oxtremely important, cs
2 means of croating favourablc public opinion for the elimination of some of
the exieting vosted interusts and institutional rigiditics.

Providing "free" m>rket research services for the individual enterprisecs.
This is particulurly isportant in countries like Greece, where tho industri-
al structure is dominated by small scale industry which is unable to under-
take the financing of the required market research.

Providing an appropriate framowork for identifying and evaluating the like-
ly constraints to ecomomic growth (skilled labour, savings, fo .ign ex-
change, etc.), thercby making possidle the acceleration of economic develop
ment by clininating or mitigating thesc constraints through the application
of appropriate policies.

Providing an appropriate framcwork for evalunting and coordinating industri-
al policies. Planning may be viry important, partiocularly for countries with
a backward oivil sorvice. It can holp the decision makors take a long-run
view of the prospuctive growth of the economy as well as the broader implica-
tions of their decisioms.

Bvon in the fremework of indicative planming the role of the State should
not be undercstimated. Firetly, State sotivities account for a large pro-
porticn of thc national product (provision of pudlic servioes, pudblic facili-
ties, pudblic investasnt, etc.). The productivity of the economic resouroes
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employed by the Gre k government is vory low compared with the private sec-
tors of the cconomy ~nd therc is wide scope for reising productivity levels
through better managérent. The expansion of basic facilities (transyorta-
tion, energy, communications, labour triining) in accordance with changus
in demand, and the provision of such serviecs at the minimum pos:ible cost,
could significantly improve the competitiveness of industry and enhance its
devclopment prcapects. However, the major contribution that the State could
make is to promote thc establishment of modern institutions (industrial
banks, export promotion services, financial intermediaries, etc.) and elimi-
nate existing institutiors or practices which impede competition (restric-
tive practioces, licences, etc.) as well as out-of-date bureaucratic prac-
tices in the civil service. Above all, the government could promote develop-
ment through the application of sophisticated and well coordinited industri-
al policies aimed atpuviding appropriate incentives to the private sector
of the economy. In the context of indic.tive plamning, the role of indus-
trial banks in creating a balanced and diversified industrial structure is
of overvhelming importance. Industrial banks can encourage private initi-
ative by providing loans on favourable terms, or by direct participation,
and by undertaking risky projecte, projects involving heavy capital oute
hys, or projects which are profitable only in the wry long-term. Such
projects are necessary for widening the industrial b.use of the econony, but
oan hardly be undertaken by private initiative.

13. VWith respect to the allocation of wconomic resources among the several

brenches and regions of the oountry the folloving points sust be taken
into account in the formulation ' of the Programme .

a. In an open economy with a prospective gradual integration into a larger
eoonomic community, the advantage of international specialization camnot
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be neglected. But it is cven morc important thet industrialization should
be seon &s a dynamic process. According to the existing structure of rela-
tive prices and the relative significance of the constraining factors to
economic devclopment, it could be argued that the industriel and economic
growth of the country is best sorved by concentrating on industries that

are predominantly 1 bour-intensive or good foreign exchange eamecrs. But

such a solution could be dangerous to apply freely in a dynamic real world,
since economic development amounts exactly to a process of transforming the
prevailing demand and supply conditions.

More orthodox investment criteria, likc the rate of return on invested ocap-
ital, seem more appropriate in the case of Greecs. If the existing struec-
ture of relative priccs does not differ significently from the structure of
"shadow" pricems, the private profitability criterion should closely corre-
cepond to the social profitability criterion. This, in the long-term, would
lead to an efficient distribution of the country's economic resources accc.sl
ing to its international comparative advantage. Low.ver, even if the above
condition wes nct met, the adoption of the private profitability critcrion
would lead to a viable, although not optimal, economic structure provided
that the cxpectations «f the decision makors ocnoerning the changes in the
relative market priceswre fulfilled., Anothor advantage of using the
profitability oriterion is that it allows for the implemsntation of the
industrial progreammcs with minisum intervention in the prioe mechanisms.

™o profitability oritorion, which unier ocertain oonditions corresponds to
the efficiency oriterion cannot be a sufficient criterion in making decisions
concerning the allocation of economic resvurces in a oountry with a very
skewed income distribution and vide regional disparities in per ocspita in-
come. However, provided that the problems of efficiency, inooms distridutiem
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and region-l dove lcpm nt | e considervd as dynamic and long-torm objectives,
thcy arc much loss competitive than they svom to b at first sight. The
oxieting relitive attractiv. ness of ourtain regions (Athcns) as conosntra-
tion points of industry is not always due to thoir comparative locational
advants~a, but also to .n uncqual dis‘ribution of basic infrastructure whioh
cr.ates externsl cconomies. Under such conditions a propurly designed re-
gional policy (crcation of industrial zones, incentives for decentralisation
ote.) may bc fully justificd oven on grounds of efficiency.

Bfficicncy should ilso bo usod 48 2 b sic criturion, for the sclectiom of
scotors for foreign investment in Gresoce. Cther investment criteria, like
the direct ocontribution of foreign businces investment to increasing exportr
or import substitution, and the cxistenoe or not of adequat. Greek entrepro-
neurship may result in discourngement of foreign business investment froa
some strategic suctors like distribution and banking and their concentrat:-
in  wvery fow branches of industry. In such 1 casc the effectivensss of
foreign businces investment in stimul:ting compet.tion, isproving producti-
vity and efficiency standards and ifncrensing the sise and diversification
of the industrial base of the coonomy would be very limited.

T™hcro is considerable 800ps for correcting the existing structure of market
pricos in Greece, through elininating restrictive Practices and unjustified
tareif protcotion, and policies which have serious distorticn offects. How-
ever, there scoms to be very littlc ground for adopting a complets systea
of "shadow” pricing in making policy decisions. Soms of the prevailing re-
lative market pricss (notadly high vages relative to the rate of interest),
seea to ocorrespond closely to the mumm«tm. which are
nql&bummhhwm. Thus, wnless & aysten of
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dynamic "shadow" pricin: could be derived -~ which in any case would be very
expensive in tcrms of roncy and specialized persomnel - the use of the exist-

ing market price structur: corrected on an gg¢ hog busis (in cascs of high
taxcs or subeidies), secms to be the best alternative.

With respect to the use of modorn techniques of analysis in the elaboration
of industrial programmes the following points are in order: A thorough and
detailed macroeconomic elaboration of industrial programmcs, including prob-
lems of oonsistency, feasibility and optimality could only te justified if
the industrial strategics and policies oould be selective. Howasver, if for
norc general rcasons industricl strategies and policies have to be noutral,
the macroeconomic olaboration should be limited to the estimates of the
likely changes of demand (direct and indirect)for the mein industrial pred-
ucto and branchos. The problem of feas.bility might bc more efficiently
dealt with in the oontext of an industrial survey which would also indicate
rossibilities for exports or imvort substitution, and the ap ropriate policy
measures. The establiehment of detailed production targets is not necessary.
However, some hypotheses about changes in production by industrial
branch are neoeesary in order to make proper estimates of capital, total
labour, skilled labour ~nd capital import requiremeonts. Unlsss there is
sufficient spocialized persorncl to oonduct the necessary industrial surveys
and feasidility studies, we must bo very cautinus in proceeding to a dooper
sacrosncnomic slaboration of industrial programses.

Jor a suocessful industrial survey the closs and sinocere collaboretiom of
industry snd trade unions is of prime importance and should be encouraged
%y all msans. Buch collaborition is cssontial in order to ensure that the
results of the survey provide a realintic picture of ths potentialities,
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17.

wveaknessos and problems of the industry., In addition, close cooperation
betweon industry and labour creates a climate of mutual confidence among
all interested partics which is of paramount importance for the implementa-
tion of the programme. To achieve this end, a ci.rcful preparation of such
collaboration is r quired so that the responsible authorities can clarify
the points on which the assistance of industry and trade unions is re-
quired.

If planning is to become fully effective, it should evontually cover
technico-economic studics designed to broaden the basis of economically
usable natural resources and to improve thc husan factor. The preparation
of such studies m:y be very important as a means of encoureaging business
investment and doreign capitzl inflow. In order to avoid unsound use of
scarce hman and econoaic resources the scientific standards of such stu-
dies should meet the requirements of internatiomal financial organisations.

Boonomic progremming -nd hence industrial programming is ultimately a gow-
ernaent 'nd sanagement technique and as such it takes many years to achieve
a reasonable degree of efficioncy. But just because planning takes such a
long time to become efficiont, the most impnrtent thing is to get it started.
Experience shows that there are many cases whers the execution of an indus-
trial programme is the most efficient means of identifying and evaluating
the weaimesses of tho oxisting political, institutional and administrative
act-up, theredy making the t sk of introducing the required inetitutiomal
changes easier to acoomplish.
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